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ABSTRACT 


In this study, an attempt is made to perform three tasks. First, 
the recent export performance of the developing countries is described 
and research in the area summarized. Second, a framework is constructed 
for measuring the trend performance of export sales to Canada and for 
analyzing certain factors which may affect differential performances. 
Finally, the export performances of particular developing countries are 
investigated empirically within this framework. 

Imported commodities are aggregated into five commodity cate- 
gories: (1) food, feed, beverages, and tobacco; (2) raw materials; (3) 
fabricated materials; (4) end products or manufactures; and (5) special 
transactions. The trend in the value of imports from developing and 
developed countries is based on the value of each commodity category 
relative to the total imports. The degree of earnings instability is 
calculated for developing and developed countries for each of the com- 
modity categories and for total exports. 

The ability of the developing countries, as a group, to increase 
their relative share of the Canadian import market is measured for total 
value and for the various commodity categories. The impact of the growth 
in the Canadian economy on the value of imports within a commodity cate- 
gory is estimated using ordinary least squares regression techniques, 
with Canadian GNP as the independent variable. 

A time-series approach is used to generate a measure of export 
performance for twenty-five developing countries, comprising 80 percent 
of the total value of Canadian imports from developing countries over the 
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study period (1960-1975). The differential export performance of these 
countries are analyzed by focusing on three explanatory factors: (1) the 
degree of commodity concentration in the export-mix of a country, (2) the 
type of products exported, and (3) the degree of earnings instability. 
Empirical results include the following. (1) There was evidence 
of a major shift in the value share of manufactures imports relative to 
the other commodity categories. (2) The developing countries were gener- 
ally outsold by the developed countries in absolute value terms, but the 
developing countries did increase their share of the import market in 
each of the commodity categories, with the exception of the food, feed, 
beverages, and tobacco category. (3) The developing countries had a 
greater degree of earnings instability in every commodity category and in 
total value terms than did the developed countries. (4) Growth in the 
Canadian economy contributed to a far greater increase in the value of 
imports from developed than from developing countries in every commodity 
category, with the exception of the raw materials category. (5) There was 
evidence that commodity concentration was directly related to earnings 
instability and inversely related to market performance. (6) An export- 
mix concentrated in raw materials was found to be associated with earn- 
ings instability and relatively poor market performance. (7) An export 
concentration in manufactures was associated with earnings stability and 


positive market performance. 
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CHAPTER I 


INTRODUCTION 


Some Preliminary Observations 


In recent years, increasing interest has been shown in the eco- 
nomic growth of developing aoviewe — This interest precipitated the 
United Nations' declaration of the 1960's as the "First Development 
Decade," which led to the "Second Development Decade," -- the 1970's. 
This and other efforts to focus attention on economic growth in the Third 
World have in large part met with indifference from the developed coun- 
tries. However, there is no economically logical reason to expect the 
developed countries to altruistically make concessions to developing 
countries if such concessions are not in their own best interests, at 
least in the long-run. 

Recognizing the need for both developed and developing countries 
to gain from concessional efforts to stimulate economic growth within 
developing countries, economists suggested realignment of world produc- 
tion patterns in accordance with the theory of comparative advantage. 
This approach has led to increasing demands that the developed countries 
remove their trade restrictions. The Third World cried "Give us trade, 
not aid." Lester B. Pearson pointed out: "There is little logic in en- 
couraging growth in developing countries through aid and other measures 


while imposing barriers against imports . . ww 
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One realistic means to achieving meaningful increases in the 
standard of living of developing countries would be to increase their 


share in international trade. 


The Developing Countries 


Although it is not possible to define concisely a typical devel- 
oping country -- each has its own particular anomalies —- it is possible 
to note certain common features. The following characteristics provide 
a useful starting point for the examination of the trade performance of 
the developing countries as a whole. The most common measure of develop- 
ment is in terms of per capita income. There are serious shortcomings 
inherent in this measure, but its use persists due to the lack of a bet- 
ter measure, because it is correlated with other measures of economic 
growth, and because it provides at least a crude measure of the economic 
well-being of the domestic Siva” Those characteristics which in 
large part are responsible for the relatively low per capita income in 
these countries should also be discussed. The following characteristics 
are not extant in every developing country, but are generally common to 
developing countries. 

Production methods in developing countries tend to be primitive 
and because of the subsistence level existence of the majority of pro- 
ducers, innovation and technological change are usually yea eres me 

Production of those primary products necessary to sustain exis- 
tence leaves few resources for developing secondary and tertiary produc- 
tion potential. Because of this, a high concentration of production is 
primary product oriented. Most residual resources are ill-suited for 
the development of non-primary production and consequently these re- 


sources are likely to be used to expand the domestic supply of primary 

























’ : — - ee 


ye ; 
= I * - 


a | 7 ars 
ait or aetawsoal ‘urlgikrwen aniveiaon 92 armec 2¢seklaet om 
«isd! sanatgai 03 ad bioed eelvenies gakqutormd. Fe galvel 20 


ehevt lamottattretal at 


4or=se? 2eleg aves gal 


L ats testevs s. vipalsacs Satish of scalesod 305 alt *i #aeod7tA 


- ‘ 
7 
‘asec ot gt — setiacosia dealene Geo elf eho cose — Csarce gatgo : 
4 


ryac es tieteasoiueds awaroih? si. "a tucaot peetco efeteeo o760 Ge 


bg sheet sat So ont tenioeee sat 197 3222 °q. gacote7s lu wa 2 
ivre® Yo. oauwhan, Aan. 7 aest ior 8 25 eattjwres grutqolevnioang, 


eoridmoy Ixose aieolised ot ear emoont adtge+ seq fo amiad ol 65 Gee 
bd bu lad ons Bi * - i = = we) ‘ 


-$a4 ro sont aid oc aeb Seelaese. var ati od ,oteeane eff? 2) Gee 


ss 
c 
Lo 
t 
be 
% 
& 


ic p ’ Gaxyrandm Tern2oD 4 [tw hswvalwsao> ef 32 ear sod ,e708baa 3a3 
* r fe wet. Ow » = & 
yorus) #f9 to exuvener shige)» .sgeel ta sohbet? 7% saomoed S08, 48a 


eicetetia seed? ~.2deetiveitet oftwswot ods to exbateaee 


i 
f 
b 
tT 
basa 
4 
I 
' 


- 


4 
ancoat etiqes 19g wol viovisele: «fs 765 sitlerbqees ete o2eq SIAL 


wiseivesostadd aatwolict? edi ~bpaevpeth sd oafa Givode settinees SERRE eee 
: “8 ae 
st mamtoa yllam hag sta dud, [Taaves grtgoleves, Ytevs ob Junsxe 7On wee a 


v1 , oa 
2elisaros askvaiere’ 3) 
Svisinivye ed-o3 boo @Alrievoo gntcoiesss 22 ebofisem colaavhet? 


yt io yottobee sfé to somdeias level anneoviedee sit 20 waueaed bas 
; : nt 


e 


* nee ties gilenai axis: amano: Leotget smite bor soldavoarl  etes 






wohe witdads pa (skeen soieby 4G Chhwtsy. cents Io colsawhosT 


y 7 ss ia 
. grtT! 4 d E “_ ad al Lee 
ag - i; - 
7 , 7 = et 
- - _ - = 2 
i 7 
: ae 


_ ee . = ot 


t 
ied 





y a} 
~ lie é 


3 
products. This expansion of primary product production is generally the 
main source of export earnings. 

In agriculture the norm is one of subsistence production, with 
peasant farmers working small acreages, sometimes rented from absentee 
landowners who display little interest in changing production techniques. 
The peasant farmers often face disincentives for improving yields through 
technical change; although the farmers take all the risk associated with 
implementing any change, they stand to gain only a portion of any re- 
sulting gain. The very nature of subsistence farming implies that there 
is little margin for error in the decision-making process. Thus, the 
subsistence farmer is apt to be justifiably wary of change. 

Productivity in the agricultural sector of developing countries 
tends to be so low that some observers believe the marginal product of 
farm labour is zero or even eee ete The existence of surplus labour 
has fostered one important theory of economic development which views 
the development process in terms of the transfer of labour from the sub- 
sistence sector, where it has a non-positive marginal product, to the 
industrial sector, where it has a positive marginal Sethe This 
process of sectoral labour migration is likely to be small in developing 
countries, because industrial sectors tend to be small or nonexistent. 
Traditional macroeconomic analysis, which focuses largely on aggregate 
demand, is an inappropriate analytical tool for developing countries 
with such dualistic structures. 

With such dualistic structures the remaining areas open to 
analysis are the factors of supply and the mechanics of production and 
distribution. These areas contain a large number of obstacles to econom- 
ic growth, primarily supply shortages. There is likely to be a shortage 


of skilled labour, management personnel, and professionals to provide 
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ancillary services, as well as a shortage of funds for the requisite 
social overhead investment to train people to meet these needs. The sub- 
sistence nature of production is not likely to generate any domestic 
savings; as a result investment capital will be in short supply. Exist- 
ing transportation and communication facilities may not be sufficient 

to facilitate and support economic growth. 

The growth process in developing countries is further inhibited 
by the absence of effective backward and forward linkages and by income 
leakages. Growth in een c sector will not affect growth in other 
sectors of the economy because absence of the necessary linkages due to 
the result of inadequate communications or transportation facilities, or 
poor domestic market development removes any possible stimulus transferal. 
Import spending and the repatriation of earnings by foreign-owned com- 
peries cause leakages from the circular flow of income and spending. Due 
to the leakages and absence of effective linkages, income generation can- 
not be relied upon to have the same impact on aggregate demand as it 
would have had in a developed country. 

Economic characteristics impeding economic growth are substantially 
reinforced by the social and demographic characteristics of the populace 
in many developing countries. Population growth rates tend to be higher 
in developing countries than in developed countries and the literacy 
rates are loweta 

To summarize, the growth process in developing countries is hin- 
dered by supply bottlenecks, the absence of sectoral linkages, by the 
leakage of income, and by a population not yet suited to the rigors of 


the growth process. 
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The Importance of Exports to 
Developing Countries 


International trade may increase the real income of a country in 
the sense that trade could facilitate the consumption of commodities be- 
yond the country's production possibility curve, which is based on avail- 
able domestic sane The other major gain through trade is the pos- 
sible reduction in the opportunity cost associated with imported commodi- 
ties. 

There are several reasons to expect the gains through trade are 
more important in the case of developing countries. First, the lower the 
initial real per capita income, the more highly valued should be any in- 
ercaeena Second, in the absence of a sufficient domestic market, trade 
may provide an avenue for production within developing countries to 
optimize production levels, thereby attaining economies of scale, lower- 
ing per unit production costs, and increasing price pomeeere veresetar 
Third, there are apt to be products essential to economic development 
that are simply not available within a developing country. The oppor- 
tunity cost of such products is infinite. Trade is one way of obtaining 
such products. Finally, because differences between developing countries 
and their potential trading partners are so substantial, it is unlikely 
that any reduction in the opportunity cost of imports will also be sub- 
stantial. More specifically, developing countries tend to differ 
significantly from developed countries both in their endowments of the 
factors of production and in available technology. Both of these factors 
can create differences in opportunity costs that make mutually beneficial 
trade possible. 

For these reasons trade has often been cited as the most viable 


avenue for economic growth in the developing countries, thus the 
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6 
rationale for this study of the growth of export earnings in developing 


countries. 


The Objectives of the Study 


The two fundamental objectives of this study are: (1) to detail 
the export performance of developing countries exporting goods to Canada 
since the start of the First Development Decade in 1960; (2) to examine 
factors affecting the export performances of these developing cowmtries. 

A secondary objective of this study is to provide a detailed 
examination of Canada's commodity import pattern with developing coun- 
tries during a period when Canada expressed a desire to facilitate the 
economic growth of these countries by removing existing domestic trade 
encumberances. It is hoped that this study will provide an indication 
of Canada's real attitude toward the sales aspirations of the developing 


countries. 
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Footnotes 


A. N. Agarwala and S. P. Singh (Eds.), The Economics of Under Develop- 
ment (New York: Oxford University Press, 1963). 


W. Bain. "Canadian Trade Policies: How Do They Affect LDC's?" 
Cooperation Canada, No. 24 (1976), p. 12. 


The main problem in using per capita income as a measure of economic 
development is that it says nothing about the nature of income 
distribution. Another problem is that differences among per capita 
income figures for various countries or for various time periods may 
in reality not be indicative of relative stages of economic develop- 
ment, but merely of different costs of living. Also, the degree to 
which the economy is market-bound will affect the accuracy and 
responsiveness of the index. 


The following discussion borrows heavily from Theodore W. Schultz, 


Transforming Traditional Agriculture (New Haven, Conn.: Yale 
University Press, 1964). 


This is not to say that producers are necessarily inefficient -- 
indeed the case is often just the opposite -- but it does mean that 
introducing change to the existing production patterns will be more 
difficult because the producer has much less margin for error. 


For example, see: W. A. Lewis, "Economic Development with Unlimited 
Supplies of Labour," Agarwala and Singh, op. cit. 


A rigorous development of this model is contained in G. Ranis and H. 
Fei, "A Theory of Economic Development," American Economic Review, 


In recent years population growth rates have averaged 2.5 percent in 
developing countries while in developed countries the rate was only 

0.9 percent. See U. S. Government Publications. Agency for Inter- 

national Development, Gross National Product Growth Rates and Trend 

Data by Region and Country (Washington: Government Printing Office, 
May, 1975); 


This argument is developed by Simon Kuznets, "Problems in Comparing 
Recent Growth Rates for Developed and Less Developed Countries," 


Economic Development and Cultural Change, XX (1971-72), p. 193. 


For a thorough discussion of the role that the development of import- 
substituting and export-oriented industry has historically played in 
the developmental pattern of various LDC's, see: Irma Adelman and 
Cynthia Taft Morris, Economic Growth and Social Equity in Developing 
Countries (Stanford: Stanford University Press, 1973). The authors 
provide empirical evidence to support the posit that domestic pro- 
duction geared to international markets has in the past not only 
contributed positively to the economic growth of the LDC's, but has 
also contributed to the equity aspect of this increase in national 
income. The industrialization has contributed positively to income 
distribution. 
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CHAPTER ITI 


A REVIEW OF RECENT LITERATURE CONCERNING THE 
EXPORT PERFORMANCES OF DEVELOPING COUNTRIES 
This chapter is an attempt to present a concise account of the 
literature relating to the recent export experience of the developing 
countries. The presentation focuses on such characteristics as com- 
modity composition, commodity concentration, and the geographical 


destination of exports as well as trends in export earnings. 


Characteristics of the Exports 
of Developing Countries 


It is useful to begin by considering the commodity composition 
of the exports from developing countries in recent years. The commodity 
composition of exports by broad commodity groups and average annual per- 
centage changes for each group are shown in Table 1 for the years 1953 
to 1973. The data illustrate the dominance of primary commodities in 
the exports of developing countries. The share of primary commodities 
relative to total exports was 91.5 percent in 1953-55 and declined to 
76.9 percent by 1973. Food, feed, beverages, and tobacco comprised the 
largest commodity category at the beginning of the period, but by 1973 
it had been equalled by the raw materials category and surpassed by the 
fuels category. 

Though exports of manufactures have accounted for a relatively 
small share of the exports of developing countries, they clearly have 
grown more rapidly than have exports of primary commodities as a whole - 
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10 
or any of the primary commodity categories. As a result of this con- 
sistently superior performance, the share of manufactures rose from 7.6 
percent in 1953-55 to 21.7 in1973. 

Despite this strong growth of exports of manufactures, their 
share in total exports is still comparatively small. When the distribu- 
tion of the exports of manufactured goods is taken into account, it be- 
‘comes apparent that the foreign exchange earnings of the majority of 
developing countries have been dependent almost entirely upon exports of 
primary commodities. In 1964, for example, 71 percent of the exports of 
manufactures and semi-manufactures from developing countries to developed 
countries were from ten exporting countries, leaving the remaining 29 
percent to be divided amongst all other developing aE Moreover, 
two countries, Hong Kong and India, accounted for almost one-half of the 
total. 

Furthermore, the range of manufactures exported from developing 
countries is not very extensive. In 1964 more than 45 percent of the 
manufactures exported from developing countries to developed countries 
consisted of peretl eet Some twenty items constituted nearly 90 percent 
of this trade flow of manufactures. 

Similarly, exports of primary commodities to the developed coun- 
tries have been highly concentrated in a small number of products, as 
shown in Table 2. The fourteen commodities listed in the table accounted 
for almost 55 percent of the total value of exports from developing 
countries during this period. In fact, the first three commodities -- 
crude petroleum, ree coffee, and raw sugar -- accounted for 40 percent 


of the total value of exports from developing countries. 


- e Pod ~ tn 9% Pe, So 
in 
‘ 
= ciZ 
: 
« ete 
a a 
i ao bx 
tars js b 


7*79 


Ss iwskes 


- 
gi 
r a 
es) ‘2 
_— 
rt. 
/ 
- 
©. 
= 4 


v 
ai 4S edd 


‘ 
ead tad 


emi 2 vitigtn: need avert + > 


3 sted ak 


o * _ - 
oa 
< ol 
’ 
P —a as 
i 3 " 
‘ . 
uF ad. 
> ‘ 
1 - 
5 nae 
2 { - 
- . on 
a a o Ge at 


















mT 4 a- 

¢ a 

ea tS! 
S$ 4 4a TS 4 ee 
4 wo 62732 ¢ 


> f ter fam: 2, 


i 
7 


— ies 7 


vd » 
ian 
we x 


zu0t SAT’ = 5 wldsi nk: Te peda 





um! 


Table 2: Certain Primary Commodities Exports from Developing to 
Developed Countries, 1970-72. 





World Exports LDC Exports Share of Com- 





comsittey SCE ss EE ners pera 
$ million S million z Exports 
vA 
Crude Petroleum 18,000 17,005 94 29.9 
Coffee B54 2,942 93 6.8 
Sugar 2,602 1,934 74 Si 5) 
Cotton 22560 1,774 74 207 
Rubber 1,958 1,296 66 220 
Copper 5,005 2240 45 Be) 
Timber 2,304 340 S) .S 
Iron Ore 2,344 1,048 45 1%6 
Tea and Mate 621 545 88 28 
Rice p15: 390 43 6 
Cocoa 1,007 856 85 ie 
Jute 142 134 95 2 
Tin a 461 80 ay) 
Cotton 
Textiles O03 . 529 cpl 8 


Source: Trade Statistics (New York: United Nations, various years). 
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In addition to being dominated in commodity composition by a nar- 
row range of primary products, developing countries primarily export to 
industrial countries. The distribution by destination of the exports of 
developing countries for the years 1964 to 1973 is shown in Table 3. 
Comparable information for the years 1950, 1955, and 1962 is presented 
in Table 4. 

It is apparent that the developing countries have been highly 
dependent upon the developed countries as export markets for all the 
years for which data are presented. For the more recent period covered 
by Table 3, an average of 75 percent of the export earnings was derived 
from exports to the developed areas. Over the same period, intra- 
developing country trade accounted for only 19 percent of their export 
earnings, while Soviet trade accounted for 4.5 percent. In the earlier 
years outlined by Table 4, the developed market economies again were 
responsible for the bulk of export earnings of the developing economies, 
accounting for approximately 70 percent in each year. Intra-developing 
country trade averaged 24 percent, and trade with centrally planned 
economies was roughly 4.5 percent. 

To summarize, in recent years the less-developed countries have 
relied heavily on the export of primary products for their foreign ex- 
change. Furthermore, this reliance has been based largely on the ability 
to export these primary commodities to the developed countries. There 
is evidence of a slight but perceptible movement away from this dependence 
on primary commodities, though it is significant only for a few countries, 
despite the concerted efforts of many more countries. Considered as an 
aggregate, there does not appear to be any significant movement away 


from the displayed export market dependence on the developed countries. 
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Table 4: -Percentage Distribution of Export Value of Developing Coun- 
tries by Destination, 1950, 1955 and 1962. 


1950 1955 1962 
Developed Market Economies 69 72 Te 
Developing Market Economies 26 24 Pa 
Centrally Planned Economies 3 3 6 


Source: United Nations, Department of Economic and Social Affairs, 
World Economic Survey 1963, Part I: Trade and Development: 


Trends, Needs and Policies (New York: United Nations Publica- 
tions.) 904)%up. Ll. 


1. For more recent figures see Table 3. 


Factors Relating to the Stability 
of Export Earnings 


It is not difficult to see what the effects of this concentration 
in a few primary products are likely to be. It is generally accepted 
that the prices of primary products vary more sharply than do the prices 
of most manufactures. Table 5 shows developing country export prices, 
volumes, and earnings to be roughly twice as unstable as those of in- 
dustrialized countries over the given period. The dispersion about the 
mean is significantly greater in the developing country group, suggest- 
ing that there are particular developing countries with very high 
degrees of instability. 

Abstracting from changes in commercial policy and transportation 
costs, export proceeds can be affected by two kinds of factors: (1) 
factors that affect demand for and supply of all products, and (2) factors 
that affect only individual products. A major factor in the volatile 


character of primary product prices lies in the short-run inflexibility 
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Table 5: Exports from Industrial and Developing Countries: Average 
Fluctuation Indices and Dispersion Around the Average, 1950-65 


and 1953-65. 
~~ IIlUyl_EESIilSSESI—EESEI—ESESSSES— SESS — SES i _ LLLLL=SSSSSSSSsSssssssssSss SS qq— 
Average of Dispersion Aroynd 
Fluctuation Indices the Average 
1950-65 1953-65 1950-65 1953-65 
vi he he he 
Industrial 
Countries 
Prices oar Zed ie 0.6 
Quantities 320 ae Zit pee 
Earnings O.2 4.2 PAT 1.6 
Developing 
Countries 
Prices 8.8 6.8 3a. 2.8 
Quantities Lae: 8.0 8.4 4.5 
Earnings 11.8 Shes) Tek Gn 


Source: G. K. Helleiner, International Trade and Economic Development 
(Baltimore: Penguin Books, 1972), p. 79. 


1. The fluctuation index employed is the average annual percentage 
deviation, neglecting sign, from the trend, which is estimated by 
fitting a linear relation between time and the logarithm of the 
annual observations. 


2. Standard deviation from the mean. 
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of both output and demand in relation to price changes. With both agri- 
cultural and mining products, the response of output to changes in prices 
should be low relative to the output elasticities of manufactures. 

A low supply elasticity means that any change in demand for a 
product will induce a disproportionately large fluctuation in price. At 
the same time, a low price elasticity of demand means a change in supply, 
regardless of cause, will affect a sharp change in price. Thus, low 
price elasticities combined with uncontrolled variability in demand, 
supply, or both provide a satisfactory explanation for the sharp in- 
stability in both prices and proceeds of primary products. 

Income changes comprise the most important factor affecting the 
demand for and supply of all export products. For a given change in 
world income there will be a related change in the demand for all inter- 
nationally traded goods. The particular change in demand for a product 
will depend on its income elasticity of demand. The degree of commodity 
concentration itself is related to income-induced fluctuations in export 
earnings only to the extent that concentration in a few products will 
cause the relationship between export earnings and world income to de- 
pend upon the income elasticities of demand for a few rather than many 
products. It is not possible through diversification to totally eliminate 
variations in export proceeds resulting from changes in world income. 

The second category of factors affecting export proceeds are 
those which act upon the demand for and supply of particular products. 
The relevant factors, inter alia, are changes in tastes, technology, 
weather, and known resources. Change in these variables will likely have 
a direct and specific affect on the demand for and supply of a particular 
product. For example, the development of an acceptable synthetic sub- 


stitute for a given primary product may result in erosion of that 
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primary product's market share, but may have little impact on any other 
primary product. 

The high degree of export commodity concentration characteristic 
of most developing countries causes export proceeds to be especially 
susceptible to commodity specific impacts. Michaely calculated indexes 
of stability for quantities and unit values and found that the degree of 
fluctuation in prices of a country's exports was determined by two kinds 
of factors -- the degree of export concentration and the characteristics 
of the particular commodies perp ubedss He found a positive relationship 
between concentration and price instability, though not as strong as a 
priori reasoning had led him to expect. The empirical evidence did not 
permit him to conclude that export prices of countries with a primary 
product export concentration would inherently be more unstable than the 
export prices of countries with a manufactures export Ronee at one 

Michaely saw the same factors at work in the case of export 
volume as in export prices, except that intra-country developments were 
seen as being of greater importance in influencing volumes than prices. 
Furthermore, export diversification will not always have a neutralizing 
effect on the impact of domestic changes on export volumes. In a situa- 
tion of sustained inflation the diversion of goods to domestic markets 
will be more pronounced in a country that exports manufactures than in a 
country predominantly exporting primary products. In a country with ex- 
port diversification, domestic markets for many of the exported products 
will be large relative to the supply of these particular products. This 
is apt to be the case because of the low ratio of their production to 
national product and the likelihood that the products are manufactures. 
In a country with export concentration, on the other hand, domestic mar- 


kets for these exported products are apt to be small relative to their 
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exports because of their relatively high ratio of production to national 
product and the likelihood that they will be primary products. 

Michaely found that fluctuations in price were on the average 
higher than were fluctuations in volume. Furthermore, he found a low 
but positive rank correlation between export commodity concentration and 
fluctuations in export volume. The correlation coefficient (.374) was 
slightly lower than that between commodity concentration and price fluc- 
Plat tenn The work by Michaely does not, however, permit one to dis- 
criminate between the effects of concentration per se and the effects of 
the particular commodity composition on export stability. 

Surprisingly, Coppock found that the correlation coefficient 
between commodity concentration (the Gini-Hirschman index) and the ex- 
port instability index was very low (+.04).° Coppock did find, however, 
that when the countries were ranked from low to high according to the 
commodity export concentration index and the median export instability 
indexes were determined, a pattern emerged. In the trichotomized series, 
the median value of the export instability index of each third rose as 
the commodity concentration increased. Coppock states that 

this method of analysis gives some support for the view that the 

more highly concentrated the exports, by commodity groups, the 

greater the instability of export proceeds. This result is what 

one would expect, since [export] diversification presumably 

reduces the chances of fluctuations [in export proceeds]. 
This technique does not isolate the relation between concentration and 
stability of export earnings because the resultant correlation coefficient 
reflects not only the relation between commodity concentration and the 
stability of export earnings, but also the direct relation between com- 
modity concentration of exports and the degree to which these exports are 
made up of primary products. The low correlation coefficients between 


commodity concentration of exports and stability of export earnings found 
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by Coppock are in some measure a result of the relationship between con- 
centration of exports and the commodity composition of exports. As a 
consequence it is likely that Coppock's findings understate the true ef- 
fect of concentration on the stability of export earnings. 

MacBean emphasized that the relative degree of instability has 
not been as great as traditionally believed and demonstrated this by 
dividing all the countries (except Soviet countries) for which Coppock 
had computed indexes of instability into a group of "rich" and a group of 
"poor" Couneri este Developing countries' export sales do, however, have 
a greater degree of instability than export sales of the developed coun- 
tries. MacBean attempted to determine the factors contributing to this 
instability differential. MacBean considered three causal factors: 
geographic concentration, primary and non-primary commodity composition 
of exports, and commodity concentration of exports. He anticipated that 
each of these factors would be positively related to the instability of 
export sales. However, both simple correlation analysis and multiple 
regression analysis revealed no significant relationships. At best, 
commodity concentration and the proportion of primary goods in total ex- 
ports were very weakly related to export instability. Contrary to a 
priori expectations, the relationship between geographic concentration 
and export instability was found to be Beereiee tas Rather, instability 
could be explained in terms of particular economic policies pursued in 
that country, by a war, by internal civil strife, or by a concentration 
in specific commodities that had been hyper-susceptible to instability. 

The relation between export stability and domestic variables was 
seen by MacBean as being weak for two reasons. First, the foreign trade 
multiplier had a low value in developing countries primarily because of 


high marginal propensities to simple” The second reason concerns the 
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structure of distributed lags, that act temporally to spread the impact 
; ; Ua 

on the economy of a change in export income. 

From the above studies, it would seem that the recent instability 
of export earnings of developing countries as a group has been somewhat 
overstated. This does not mean, however, that the markets for certain 
commodities and the export earnings of certain countries were not highly 


unstable. 


Trends in Export Earnings 


In this section the focus of attention shifts from short-run 
stability of export earnings to a survey of studies that deal with the 
long-run growth of exports of developing countries and trends in the 
shares of these countries in world exports. 

Table 6 shows trends in total export proceeds of developing 
countries in recent years. For purposes of comparison the same informa- 
tion is provided on the export proceeds performance of the industrial 
countries. Looking at the value of total world exports, it is apparent 
that the export proceeds of both groups increased over the twenty-five 
year period shown. Exports from industrial areas increased about twelve 
times, while the value of exports from the developing countries in- 
creased about four and one-half times, from $24.4 billion to $212.4 
billion. Certain ramifications of these differential rates of increase 
are evident in changes in shares of the two groups in world export earn- 
ings. The share of the developing countries declined throughout the 
period, falling from 31 percent in 1953 to 24 percent in 1975, while the 
share of the industrial areas increased from 59 percent in 1953 to 64 
percent in 1975. An analysis of the trade flows by area grouping shows 


that the decrease in the share of the developing areas and the concomittant 
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increase in the share of the industrial area is in large part due to the 
increase in trade among industrial areas. Trade among the industrial 
areas is the largest value share of any category shown and has been grow- 
ing most rapidly over time. The second fastest growing category has been 
exports from industrial to developing areas. Exports from developing to 
industrial areas has been third, while trade among developing areas has 
been the most sluggish. 

Concerning the inability of developing countries as a group to 
share fully in the dynamic growth of world trade. Most economists at- 
tribute this phenomenon either to conditions of supply within the develop- 
ing countries or to demand conditions in the industrial countries. Nurkse 
cites six reasons why growth in income in the industrial areas has not 
induced at least a proportional growth in imports from developing seeaes 
(1) There is an omnipresent shift in the industrial countries from light 
to heavy industry and the resultant proportional decline in the content 
of raw material in final product. (2) Growth in the demand for raw 
materials has lagged behind increases in national product in many in- 
dustrial countries because of the ever-increasing share of the service 
sector in the national product. (3) In the case of agricultural products, 
there is a tendency toward low income elasticity of demand. (4) Various 
policies designed to protect the domestic agricultural sector of certain 
industrial countries have hampered exports of agricultural products. (5) 
There have been economies of scale in the industrial use of raw materials. 
(6) Industrial countries tend to develop and substitute synthetic 
materials for natural raw materials. The aggregate effect of these six 
factors has been a retardation in the export growth of developing 


countries. 
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Cairncross submits that these factors do not adequately explain 
the poor export performance of developing eountracas se He contends that 
the displaced light industries have tended to relocate in less-developed 
countries, implying that the less-developed countries are therefore in a 
position to export more and import less of those products peculiar to 
light industry. These changes would partially mitigate any reduction in 
raw material exports resulting from the transition to heavy industry in 
the developed countries. Nurkse's second and third factors, Cairmcross 
argues, are not peculiar to the twentieth century and thus cannot reason- 
ably be used to explain phenomena that are peculiar to the twentieth 
century. The fourth factor, agricultural protection, operates more on 
non-tropical than on tropical agriculture, and such protection is not 
solely accorded to agricultural products but is extended to manufactures 
as well. Cairncross does concede that the development of various 
synthetic materials has significantly undermined certain primary product 
exports (factor 6), but emphasizes that the development of synthetic 
material was likely induced by a rising world price, both relative and 
absolute, for the displaced primary commodity. 

Cairncross goes on to refute Nurkse's basic contention that there 
was a decline in the less-developed countries' share in world exports 
over the period 1928 to 1957. The decline is significant only if the 
exports of petroleum-producing countries are omitted and any such omis- 
sion, Cairncross states, is not reasonable. In addition, share trend 
over time varies with the selected time period. He cites Yates' em- 
pirical findings that over the period 1913 to 1953 the developing 
countries' share in world exports of both manufactures and primary 


products actually rosea 
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Cairncross attempts to explain the sluggish growth in exports of 
the developing countries in terms of domestic supply conditions. He 
points out that Maizels' calculations indicate the primary goods price 
index rose by nearly 50 percent more in the non-industrial than in the 
industrial countries between 1937 and 1957. This price increase induced 
the development of synthetics and increased trade among industrial coun- 
tries. Assuming that Maizels' calculations are correct, at least in 
order of magnitude, the problem reduces to why the non-industrial couw- 
tries did not respond fully to these price movements. Cairncross cites 
two causal factors: the low elasticity of supply of primary products in 
developing countries, and the generally pervasive preoccupation of develop- 
ing countries with industrialization. In large part, resources were 
being diverted from traditional export sectors to fund the development 
of a domestic industry geared to import-substitution. 

Work by the Contracting Parties to the General Agreement on 
Tariffs and Trade (GATT) has supported the Cairncross view that the 
tendency among developing countries to concentrate development effort on 
an industrial sector, with the traditional sector functioning as a 
"milch cow," has generally had a negative effect on export apeiaada 
This GATT study divides the non-industrial countries into two groups. 
The first, referred to as semi-industrialized, is comprised of eight 
relatively large and rapidly industrializing countries. The residual 
developing countries are in a non-industrial group. Table 7 shows the 
index numbers of export values for the period 1928-1955. It is apparent 
from this table that the export proceeds of the semi-industrialized 
group declined relatively more during the depression and rose relatively 
less after the depression than did the export earnings of the non- 


industrialized group. Although the GATT was not prepared to ascribe the 
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26 
relatively poor export proceeds performance of the semi-industrialized 
group to industrialization preoccupation per se, they did suggest that 
the relative export sluggishness was due to "certain forms of such 


policies which carry with them an anti-export hee 


Table 7: Index Numbers of Total Export Earnings, 1928-55. 











1928 1937-38 1955 
Pemielowunerdeltceds 
Countries 100 69 196 
Non-Industrialized 
Countries 100 82 276 





Source: Contracting Parties to the General Agreement on Tariffs and 
Trade, Trends in International Trade: Report by a Panel of 
Experts (Geneva: GATT, 1958), p. 24. 
1. Semi-industrialized countries are Yugoslavia, South Africa, Mexico, 
India, Finland, Brazil and Argentina. 

The GATT study cites two other factors which have negative im- 
pacts on the export performance of non-industrial cowtries over this 
period. These were the existence or non-existence of preferential trading 
arrangements with major trading partners and the commodity composition of 
exports. 

The effect of the commodity composition of exports on export 
sales was investigated by grouping various countries by their major 
export commodities. The four categories of commodities were minerals, 
agricultural raw materials, tropical foods, and non-tropical foods. This 
grouping revealed that the commodity composition of exports had in fact 
been a relevant factor in the export performance of non-industrialized 


countries from 1928 to 1955. As expected, the most favorable price, 


volume, and value trends were present in those countries with a 
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27 
preponderance of minerals or tropical foods in their total export pack- 
age, while those countries exporting non-tropical foods and agricultural 
raw materials had relatively poorer price, volume, and value performances. 

Maizels considered the GATT study useful but severely constrained 
methodoloricaliy 5. The first limitation is that the four category com- 
modity grouping is so broad that it does not permit any meaningful com- 
parisons among various groups of countries. The second limitation is 
that allowance was not made for the effects of price changes on the 
quantity of exports demanded from the primary producing aeninetigns = 
Maizels circumvented the first GATT limitation by constructing indexes 
of world trade for the bundle of goods exported by each of eleven 
selected industrializing countries; a particular country's volume of 
sales was compared to the total sales volume for that bundle of exports 
in world mec rere He dealt with the second limitation by relating 
movements in prices of the bundle of exports for each of the eleven 
countries to movements in prices of these particular goods in world 
markets. 

The resulting performance indexes vary greatly, but only in the 
case of Yugoslavia, an obvious situation of forced industrialization 
diverting resources from existing export markets, did the bundle of 
commodities perform much worse domestically than it did in world trade. 
Table 8 shows that the bundle of exports for the eleven semi-industrial 
countries combined performed as well as the comparable bundle in world 
trade. These results suggest that the export performance of semi- 
industrial countries relative to world trade in these same commodities 
was not as poor as suggested by the GATT analysis. Maizels contends 
that one important factor contributing to this trend was a tendency for 


the countries to move away from those commodities with persistent 
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sluggish world demand towards those with relatively dynamic 


deundtee 


Table 8: Changes in the Value, Volume and Unit Value of Selected Ex- 
ports from the Semi-Industrial Countries Compared with Changes 
in World Trade in the Same Products, 1937-38 to 1955. 











Value Volume Unit Value 
Eleven Semi-Industrial Countries 283 101 286 
World Trade 292 107 279 





Source: Alfred Maizels, Industrial Growth and World Trade (London: 
Cambridge University Press, 1963), pp. 122-123. 


1. Figures shown are index numbers for 1955. The base year is 1937-38. 
See footnote 19 for a list of the 11 semi-industrial cowtries. 
Through a variety of regression techniques Maizels attempted to 
determine if there were any significant relationships between the share 
of a country's exports in the volume of world trade and either manu- 
facturing production or the share of manufacturing production in real 
domestic product. Contrary to the GATT analysis the results revealed a 
positive rather than an inverse relationship between manufacturing and 
21 
export performance. 
Further regression analysis led Maizels to conclude that during 
the period studied, the share in the volume of world trade had not 
significantly changed for any of the eleven semi-industrial countries, 
with the exception of Yugoslavia. This conclusion held regardless of 
whether or not the existence of preferential trading partners was taken 
: vad 
into account. 


The studies that have been discussed have considered only in- 


directly the degree to which changes in export proceeds of developing 


countries are due to changes in international demand for the particular 
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29 
products exported and the degree to which they are due to changes in the 
commodity composition of exports or to changes in market shares. The 
Secretariat of GATT considered these latter problems in its annual report 
for tonsiae It assumed that for any particular developing country, 
changes in export sales could be viewed in terms of three factors. The 
first factor was defined as the change in value of "traditional" goods 
exported by the country to world markets in some base qe A constant 
share in world markets is assumed for these goods throughout the study 
period. The second factor was defined in terms of the difference between 
expected exports under a constant market share and actual exports of 
"traditional" goods. The third factor was a residual factor, defined 
as the difference between changes in ae of "traditional" products 
and changes in total export earnings. This was an attempt to provide a 
measure of the degree to which the country in question diversified its 
exports over the study period. 

For each of the sixty-two less-developed countries, for regional 
subgroups of countries, and for all the countries combined, indexes of 
the three factors were calculated. The time period 1959-61 to 1964-65, 
is somewhat short for this type of study, but even with this limitation 
some interesting results were obtained. Little correlation was found 
between indexes for the first factor and indexes showing growth in total 
export proceeds. A more adequate explanatory variable for differences 
in the relative export sales performances of the various countries was 
the second factor, reflecting changes in market shares of the countries 
in the export of traditional products. Numerous countries that had bet- 
ter than average export sales performance records also had high third 


factor values. Although, there were some exceptions, there was some 
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30 
indication that export diversification had made a positive contribution 
to better export sales records. 

The factor relating constant-share growth of exports of tradi- 
tional products dominated the other two factors in determining the 
performance of the sixty-two countries combined, but had little to 
contribute to differences in relative performances of the countries. 
Somewhat less important in explaining the export proceeds of the group 
of countries was the export diversification factor, while the changes 
in market shares of traditional commodities were only marginally 
Stent fieancecs 

These results appear to indicate that any meaningful attempt to 
investigate the export performances of particular countries would need 
to consider export diversification and world market share changes for 
these countries. An adequate analysis of these factors depends on ac- 
curate information relating to conditions of supply in the particular 
country being considered. 

One study oriented toward considerations of supply was that of 
Barend de Vries, under the auspices of the International Bank for Re- 
construction and nevelopment ae By judging countries' export perfor- 
mances on the basis of changes in their shares in major commodity mar- 
kets, he attempted to eliminate the demand factor from his analysis. 

De Vries found that while major exports accounted for the dominant por- 
tion of the value of exports throughout the study period, minor exports 
were clearly the more dynamic, growing as a category at a rate more than 
six times that of major erocrtsn. 

The more important findings contained in de Vries's study in- 
clude the following. First, countries with an initially small share of 


the world market for a major commodity had the greatest chance of 
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a 
subsequently increasing their ec” Secondly, those countries with 
relative price stability tended to be more successful in expanding minor 
exports than those with Trelerioct a. Thirdly, growth of both major and 
minor exports were related positively to growth of agricultural produc- 
eran ie Finally, the rate of increase in manufacturing production was 
directly related to performance in the minor export category. No 
significant relationship was found between the performance of major 
exports and the rate of increase in manufacturing production, leading 
de Vries to argue that industrialization per se does not militate against 
export performances: | He contends that the net effect of industrializa- 
tion on exports is dependent upon the particular form that this in- 
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Ibid., p. 118. The countries selected were Yugoslavia, South 
Africa, Turkey, New Zealand, Mexico, India (including Pakistan), 
Columbia, Chile, Brazil, Australia, and Argentina. 
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while the GATT finding was in terms of total value. 
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CHAPTER III 


METHODOLOGY 


Some Preliminary Remarks 


There are a number of fundamental problems facing a researcher in 
the field of international trade and the developing countries. One major 
problem is that international trade statistics are subject to relatively 
large errors of observation, or collection, as are the statistics for 
developing countries in general. 

Another major problem is that the data required to test various 
hypotheses are not always available, or at least not available in a 
comparable format for a representative sample of countries over a suf- 
ficient period of time. As a result, the critical factor guiding the 
empirical investigation is the nature of the available data rather than 
a priori hypotheses, or at least the hypotheses are more loosely con- 
structed than they would have been with a tighter data base. 

Finally, the pure theory of international trade may be seriously 
limited in its applicability because of characteristics peculiar to 
developing countries. This sentiment, dealt with in some detail by 
Chenery and others, centers around the conflict between the comparative 
statics tenet espoused in both classical and neoclassical trade theory 
and the inherent dynamic aspects of the development process. 

These constraints have acted to reduce the number of empirical 
research methods open to the researcher. Thus, research in this area 
has tended to follow one of three main avenues. One is hypothesis 
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30 
testing, where hypotheses have been constructed to incorporate the 
limitations of available data. Another research methodology has been 
searching the data for empirical regularities and then attempting to 
apply the economic theory to discovered trends. A third avenue is the 
case study approach, involving the intensive analysis of a single country. 
The major advantage of this last form over a comparative analysis type 
of study is that it will generally facilitate a greater degree of 
flexibility, due to the availability of data. This increased flexi- 
bility is gained at the expense of generality, however, it being some- 
what foolhardy to attempt to apply statements based on specifics to a 
general format .~ 

This study is essentially a case study of Canadian imports from 
developing countries, an attempt to gauge the export performance of 
these countries vis-a-vis Canada and to examine certain factors affect- 
ing export performance. Although no attempt is made to extend beyond 
the analysis of the import pattern of Canada's trade with the developing 
countries, the results do provide an indication of how successful the 
developing countries have been in increasing their exports to one of 


the developed countries. 


Objective l: 
Compilation of the Data Base 


The data were collected on an annual basis for the years 1960 
to 1975 from the Canadian Government agency's Statistics Canada publica- 
pionete The total value of Canadian imports from the developing coun- 
tries -- all countries in the Middle East, Africa (except South Africa), 
Asia (except Japan), South and Central America -- was aggregated into 
five major commodity categories in accordance with the Standard Inter- 


national Trade Classification (SITC) employed by Statistics Canada. The 
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36 
five categories are: (1) food, feed, beverage, and tobacco; (2) crude 
materials; (3) fabricated materials; (4) end products; and (5) special 
transations. This documentation was also completed for the developed 
countries (DC's), less developed countries (LDC's), and 25 selected less 
developed countries (SLDC's) as groups and for all cowtries in total. 

Exports from the SLDC's which were the source of the largest 
value of Canadian imports over the period 1968-1972 were aggregated 
into the five SITC categories. Over the study period these 25 countries 
consistently represented approximately 80 percent of total Canadian im- 
ports from developing countries. To include the remaining 20 percent 
would necessitate examining all remaining developing countries which 
would have required excessive resources. Based on the SITC, a detailed 
construction of all commodities accounting for more than five percent 
of each country's total value of exports to Canada was compiled. This 
commodity import documentation was both in value and volume terms (see 


Appendix C). 


Market Performance 

The export performance of the SLDC's to Canada was measured in 
current dollar values. The examination of export performance involved 
the compilation of the total value of exports on an annual basis for 
each of the SLDC's, for all developing countries as a group, for the 
SLDC's as a group, and for the developed countries as a group. Using 
a constant market share technique, with 1960-1962 averaged as the base 
year, the actual value of the imports was compared against the cal- 
culated value. This technique was also used to determine the leading 
growth sectors within the five aggregated commodity categories for the 


various country groupings previously mentioned. 
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The constant market share technique was also used to determine 

the trend in Canada's import-mix. This involved calculating a perfor- 
mance index for each of the commodity categories, based on the value of 


imports from all countries. 


Reasons for Selecting a Time-Series Approach 

It is apparent that a time-series approach is necessary for 
evaluating the market performance aspect of the export history of the 
selected developing countries. However, it is not so readily apparent 
whether a time-series or a cross-sectional approach is the more ap- 
propriate tool for examining the factors affecting the growth of export 
earnings. In a time-series it is assumed that time periods are alike 
in all relevant aspects except for those that are incorporated into the 
analysis. In cross-sectional analysis, on the other hand, it is assumed 
that each country is alike in all relevant aspects except for those in- 
corporated into the Brea ivei ete 

A time-series approach was adopted as more appropriate for this 
study because it is likely that there is less variation within countries 
over time than among countries at a specific point in time. Minimization 
of intra-country variation is important because of the multiplicity of 
characteristics which affect export growth, but which cannot be included 


in the quantitative analysis in any systematic fashion. 


Some Problems with an Elasticities Approach 

One common approach to examining the factors influencing growth 
in the export proceeds of a country involves the estimation of income 
and price elasticities of demand for the various commodities exported.” 
These calculations are used to explain the growth of export proceeds in 


terms of income and price elasticities of demand and the trend and 
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38 
magnitude of changes in world income and prices. This approach is shun- 
ned in this study because of the following serious limitations. First, 
the ability of a researcher to meaningfully quantify an income elasticity 
of demand for the complete export package of any country is at least 
questionable. It is difficult, if not impossible, to properly in- 
corporate into the calculation the myriad of factors influencing do- 
mestic supply conditions and international demand. Any calculation 
which excludes such factors will likely have a biased result or, at 
least, meaningful interpretation of the results will be difficult. 
Second, the validity of price elasticity estimates is based upon a 
number of demand and supply assumptions. If these assumptions do not 
reflect reality, the estimates necessarily will be biased. Finally, 
if the price elasticities approach is used, no real information about 
supply conditions in the developing country is incorporated into the 
estimate. Instead, assumptions about supply are made as a means of 
generating information about demand. However, MaCheEte has shown enm- 
pirically that these supply factors are the very factors that affect 


conditions of domestic supply, which are predominant in export growth. 


Objective 2: 
Analysis of Factors Influencing Export Performance 


The second major objective of this study was to quantify and 
examine certain factors influencing the differential export performances 
of the 25 selected developing countries. The factors examined were the 
instability of export earnings, the degree of commodity concentration 
and the nature of this concentration, and the state of the Canadian 
economy. 

7 
MacBean's index of instability in the value of exports was used 


to calculate the relative variation in the export sales of DC's, LDC's, 
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39 
and SLDC's as groups and for the value of imports from all countries. 
The instability was measured for each of the commodity categories, as 
well as for total earnings of each group. An index of instability in 
total sales was also calculated for each of the SLDC's. This index of 
instability is equal to antilog J/Viog, where 


Vlog = I(log(X /%,)-m)"/N, 


ttl 
where: X = value of exports in year t, 

m = the mean of the differences of the logs of successive X's, and 

N = one less than the number of years. 

The degree of import concentration was calculated in terms of 
commodities and commodity categories for each of the SLDC's. The degree 


of commodity concentration was calculated using the Gini-Hirschman co- 


efficient. This index is defined as 


x 
ate bo 
os) 
ae 


where: Xx, is the value of imports in the SITC category i, and 

X is the value of total imports. 

This measure is inversely related to the number of commodities (or 
products) imported and the evenness of distribution of imports among 
these Commodi: teen The products included in this calculation were any 
that accounted for more than five percent of a country's total value of 
exports to Canada in any year. 

The commodity category concentration index was developed by 
dividing the total value of imports from a country in a year by the 
value of imports within a specific commodity category for that country. 
The annual proportions were summed and divided by the number of years to 
arrive at an average commodity category concentration for the study 


period. 
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The commodity concentration index and the instability index were 
intercorrelated on a country basis to determine if the degree of export 
concentration was a statistically significant contributing factor in the 
amount of sales variability. The commodity concentration for each 
commodity category was also correlated with the instability index to 
examine the effect of a concentration of exports in any specific com- 
modity category on the stability of export earnings. 

Correlation techniques were also used to determine the impact of 
commodity concentration and the categorization of this commodity con- 
centration by commodity on the export performance of SLDC's. To determine 
if the type of commodities exported had any effect on the growth rate 
of export earnings, the degree of concentration was related to the 
commodity type. 

Ordinary least squares regression techniques were used to examine 
the impact of the state of the Canadian economy on the value of imports 
from all countries, from SLDC's, and from DC's. This procedure was 
used for the five aggregate commodity categories to determine whether 
any of these exhibited aberrant behavior patterns; suggesting a relatively 


inordinate degree of sensitivity to the state of the Canadian economy. 


Secondary Objectives 


The impact of the Development Decades on Canadian imports from 
the developing countries is measured by comparing imports at the begin- 
ning to imports at the end of the study period. Imports from all 
developing countries are compared in commodity-type and value terms, 
measured both in dollars and in percentages of aggregate Canadian imports. 


It is hoped that any change in Canadian trade policy affecting greater 
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41 
liberalization toward developing countries' exports will be apparent in 


Canada's domestic import pattern. 
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Footnotes 


See H. B. Chenery, ‘Comparative Advantage and Development Policy," 
American Economic Review, LI (1961), pp. 18-51. 


The work of Maizels is of the first form, as is that of de Vries. 
A good deal of the work published by the United Nations and GATT 
appears to be of the second type and there are numerous case studies. 
For one example of a case study, see Bruce Wilkinson, Canada's 


International Trade: An Analysis of Recent Trends and Patterns 


(Private Planning Association of Canada, 1968). 


Prior to 1972 these publications were published by the Dominion 
Bureau of Statistics. 


In both instances, dummy variables can be employed to handle those 
factors that are not easily quantifiable. 


One example of a study utilizing an elasticities approach is H. 
Houthakker and S. Magee, "Income and Price Elasticities in World 
Trade," Review of Economics and Statistics, LI (1969), pp. 111-25. 
See MacBean, op. cit., pp. 47-58. 


See Coppock, op. cit., p. 24 for a detailed explanation of the index. 


This procedure is outlined in Gerald Helleiner, Intemational Trade 
and Economic Development (London: Penguin Books, 1972), p. 90. 
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CHAPTER IV 


ANALYSIS OF CANADIAN IMPORT TRENDS AND 
FACTORS AFFECTING DIFFERENTIAL SALES 
PATTERNS AMONG DEVELOPING COUNTRIES 
This chapter presents the results of the compilation of Canadian 
imports during the study period and the empirical analysis of certain 
factors within these import patterns. These factors were hypothesized 
as the source of differential growth rates in the value of export sales 


to Canada among the 25 selected developing countries. The chapter begins 


with a graphical summation of the trends in domestic imports and proceeds 


through the three objectives as outlined in Chapter 3: (1) a quantifica- 


tion of market performance, (2) an analysis of certain factors affecting 
differential export sales or market performance, and (3) a graphical 
examination of import trends to explore the ability of the developing 
countries to increase their share of Canada'a import market over the 


Study period. 


Aggregate Canadian Import Trends 


The total annual value of Canadian imports measured in current 
and constant (1971) dollars is shown in Figure 1. In current dollar 
terms, imports have grown from 4.8 billion in 1960 to 34.6 billion in 
1975, representing an increase of just over 800 percent. The only year 
in which imports did not increase in current dollar value was 1970. 

Inflation in the Canadian dollar is evident upon examining the 
value of these same imports measured in 1971 constant dollars. Adjust- 
ing for inflation, the value of imports increased by 350 percent, from 
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Value of Total Canadian Imports, Current and Constant (1971) 
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6.8 billion in 1960 to 23.9 billion in 1975. Import value in constant 
dollars declined in both 1970 and oa 

It is apparent that the value of Canadian imports, either in cur- 
rent or constant dollar terms, has increased substantially over the study 
period. Figure 2 compares the shares of SLDC's and the DC's in the 
total Canadian market.” With the exception of the years 1974 and 1975, 
the growth in the value of imports from the DC's has outstripped the growth 
in imports from SLDC's. An exception is the pronounced increase in the 
cost of crude petroleum imports from the OPEC Counc rt eae Over the study 
period, imports from DC's accounted for 24.8 billion dollars of the 29.8 
billion dollar increase in Canadian imports. Thus, the DC's have cap- 
tured over 83 percent of increased export sales to Canada. Without the 
O11) price increases, this share would have been even greater. 

Figure 2 also shows the decline in total imports in 1970 is 
reflected in the decrease in value of imports from DC's, but SLDC's 
experienced no decline in sales to Canada. The question of earnings in- 
stability is discussed later in this chapter. 

During the study period, imports from all LDC's averaged 10.6 
percent of the total value of Canadian imports. Figure 3 shows that 
during the first five years of the study, the LDC share was generally 
12 percent, but later declined to 8-9 percent, until the impact of the 
oil price increases in 1974 and 1975 raised it to 14 percent. The figure 
reveals that the SLDC's represented 82.5 percent of the total export 
sales to Canada from all developing countries, and followed a similar 
pattern of growth and decline in national share, justifing the use of 
SLDC's as a proxy for all LDC's in the following analysis. 

The commodity composition of Canadian imports has altered over 


the study period. Table 9 summarizes an attempt to quantify the change 
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48 
in import-mix. Only one of the five Standard International Trade Clas- 
sification commodity categories consistently increased its share of the 
total value of Canadian imports. The proportion of manufactures imports 
has continually exceeded its 1960-62 share, but the first three 
categories all experienced large declines. In relative dollar terms, 
Canadian expenditures have increased for imports of manufactures at the 
expense of expenditures for food, raw materials, and fabricated 


materials imports. 


Table 9: Trend teders in Commodity Composition of Total Canadian Imports. 








SITC #1 SLECet 2 SITC #3 SITC #4 SITC #5 





=29.6 -36.5 -40.6 +108.2 1,4 





1. This index is developed using the total value of Canadian imports. 
The commodity category total is divided into the total on an annual 
basis and 1960-62 are averaged. This average is assumed to represent 
the constant market share for the particular category. This constant 
market share is subtracted from the actual market share and the dif- 
ferences summed to arrive at the index. 


The variation or instability in export sales for the various com 
modity categories, as well as total value, was calculated for the DC's, 
LDC's, SLDC's and for total Canadian imports. It is apparent from the 
results outlined in Table 10 that LDC's and SLDC's had a higher degree 
of earnings instability in each commodity category and in total value 
than DC's. LDC's had their greatest degree of instability in the manu- 
factures commodity category and their lowest instability in food, beverage, 
and tobacco exports to Canada. The instability in international prices 
for various raw materials is consistent with the fact that the raw 
materials commodity category displayed the highest instability for DC's 


and SLDC's, and one of the highest for LDC's. The raw materials commodity 
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category was also the most volatile in terms of total imports. The 
manufactures commodity category had the lowest amount of earnings vari- 
ability, which suggests that growth in Canada's manufactures imports 


has been consistent. 


Table 10: Value Instability? of Canada's Domestic Imports. 


SSS SSS 





Total Imports DC's LDC's SLDC's 
I rp apg Pip 
Total Value 1.0758 1.0695 Ae bod. 12993 
SITC #1 1.0999 bi SUE Rd eoT 1.1492 
SITC #2 eo TL Oy 1.2641 part oy) 
BENE 738) Ue bay ert oz IeLOSL e2305 
SITC #4 140253 1.0749 1.2789 154142) 
SITGs#5 1.2046 Le2li3 1.2441 an 2625 
1. II = antilog JY Vlog Vlog = (log (X,/X,) ~ iy" / N 


where: X = value of imports in year t 
= mean of successive differences of log X's 
number of years minus one. 


m 
N 





Market Performance 

Changes in the Canadian import-mix have accompanied differential 
growth in export sales within the five commodity categories by DC's and 
LDC's. The market performance by commodity category and for the total 
value of export sales is shown in Table 11 for DC's, LDC's and SLDC's. 
DC's have increased their share of the total value of domestic imports 
relative to LDC's. Whereas LDC's have not maintained the share of total 
Canadian imports they had over the first three years of the BtudyseLDC's 
have increased their share in all the commodity categories except SITC #1. 


This apparent discrepancy between the general increase in the share of 
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commodity categories and the decrease in the share of total imports can 
be explained in part by the large decline in the LDC share of SITC #1. 
Further, the dollar magnitude of any increase in the LDC share was out- 
stripped by the dollar increase in DC exports. 


Table 11: Index of Market Performance by Commodity Category for DC's, 
LDGoS sande SLDCts: 


Se 
TotaL 


SITG de) SITC #2 SITC #3 SITC #4 SITC #5 seine 
DC's +51.8 -10.8 -12.2 -11.0 -8.4 +22.0 
LDC's -51.8 +10.8 asad +11.0 +8.4 -22.0 
SLDG's -30.0 Toe 2070 Troe0 725 -20.0 


—_— 


1. This index is developed using the same procedure employed for Table 9 
except that the constant market share is arrived at by dividing the 
particular column total for the given country group into the total 
for all countries in that column. 


eee 

The major change in the source of imports within a commodity 
category was the growth in the DC share of domestic food, beverage, and 
tobacco imports. LDC's have made substantial increases in their shares 
in the remaining categories. LDC's increase in the manufactures 
category is of particular importance, for it displayed dynamic growth 
in relation to the total value of imports (see Table 9). 

The constant market share technique was used to calculate a 
market performance index for each of the SLDC's. The results shown in 
Column 3 of Table 12 were developed using the total value of exports from 
the particular country and the total value of LDC exports to Canada in 
the same eee The LDC share of the Canadian imports was 12 percent 
throughout the study and the SLDC's maintained approximately 82 percent 


of this annually, thus, the differential performance indexes among the 
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SLDC's represent a realignment, rather than any absolute increase in 
LDC's share of the total market. Fifteen coumtries experienced positive 
growths in market shares, while 10 experienced declines. The remaining 
analysis is an attempt to quantify and test the influence of certain 


factors that might have contributed to the differential market 


performances. 
Analysis of Factors Influencing 
Export Performance 
Instability 


An index of instability based on the variation in annual total 
values of export sales to Canada was calculated for each country. The 
results, summarized in colum 5 of Table 12, show that the Arab oil- 
exporting countries had the highest degree of earnings instability. To 
test if this was a result of the OPEC price increases, the index was 
recalculated for these countries with the years 1973-75 removed. In 
every case, the index of instability was higher after the removal of 
these three observations (see the numbers in parentheses following 
column 5); thus the rising price in crude petroleum exports to Canada 
had reduced the instability in the total value of domestic imports from 


these countrieete 


Import Concentration 

The degree of import concentration was calculated in terms of 
commodities and commodity categories for each of the SLDC's. The com- 
modity concentration index was based on the compilation of each import 
that amounted to more than 5 percent of any particular cowmtry's export 
package to Canada in any year. The Gini-Hirschman Coefficient was used 


to calculate indexes of annual export concentrations for each country. 





L ea a 
a abi: aes = maha 


Ss 
The concentration index shown in column 4 of Table 12 is an average for 
all years. 

The procedure used to calculate the commodity category concentra- 
tion involved dividing the value of exports in each commodity category 
into the total value of exports for each country for that year. 

Again, the figures in Table 13 represent an average determined from the 


annual figures. 


Correlation Analysis 

Both parametric and nonparametric correlation techniques were 
used to test for the existence of a linear relationship between any two 
of the following four calculated indexes. The four indexes calculated 
for each country included market performance, export commodity concentra- 
tion, earnings instability, and commodity category concentration. 

The parametric seeing Pearson's a! was used as an 
indicator of the goodness of fit of the linear regressions and as a 
measure of association indicating the strength of the linear relation- 
ship between the two variables. R? provided a measure of the proportion 
of variance in the dependent variable associated with the independent 
variable. 

A Student's t with N-2 degrees of freedom was used to test the 
statistical significance of each Poeeticien ete The reported standard 
error of the estimate is the standard deviation of the error terms 
developed in the regression equation. These error terms are the dif- 
ferences between the predicted values of Y, and the actual values of 
ee 

Nonparametric statistical tests of the relationships among pairs 


of indexes were used in addition to the parametric tests, because there 
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Table 13: Commodity Category Concentration for SLDC's Exports To Canada. 


SSS SSS 


Country SITCer) SITC #2 SITC #3 SITC #4 SITC #5 
SS SE ee a i eer ere i a 
1 0 S5a0 Flaph 0 7.1 
2 1.4 97.6 3 7 
3 Aha 72.4 0 
4 0 oi 1.8 0 6.2 
") 0 98.9 0 ap 
6 Shas 18.8 22.4 1.0 oP) 
7 30.2 aoe 10.3 4 
8 66.5 Zoe: 2.4 1) 
9 ono 0 0 il 
10 5.6 1.4 8.9 81.4 2.7 
11 34.2 5 a 49.0 12.8 -, 
12 fad, 42.5 41.2 8.3 22 
23 Zin) 14.1 16.6 44.3 least 
14 7.9 ol 31.8 58.9 Lez 
LS 67.4 15.8 10.6 6.1 ol 
16 oar 18.3 37.6 6 3.2 
17 66.4 14.9 16.4 2.0 ol 
18 0 86.9 12.9 0 0 
19 34.4 12,0 26.1 19.6 . 
20 eam 74.9 74 ges) i 
aa 90.4 25 6.3 252 : 
22 98.6 3 6 0 ol 
fas 49.8 ae se) 10.5 9.8 9 
24 tlt ol 09.2 0 0 
22 22 .af Teel) ol el ~6 
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20 
was reason to doubt that the assumptions underlying the parametric 
statistic were ae The Spearman Rank Order Correlation? }, rho(r_); 
was calculated for each pair and a een used to test the level of 
significance. 

Results of the Correlation Analysis. The correlations among the 
Gini-Hirschman concentration, market performance, and earnings instability 
are summarized in Tables 14 and 15. There was evidence of an inverse 
relationship between the commodity concentration of a country's exports 
and the ability of that country to increase its share of Canada's import 
market. However, the results are not strong enough to conclude that 
export diversification is a meaningful objective for LDC wishing to in- 
crease its share of Canada's domestic imports. There was moderate 
evidence (5 = .5) that greater concentrations among a country's exports 
to Canada are accompanied by greater earnings instabilities. There 
was no evidence of any significant relationship between earnings in- 
Stability and market performance. 


Table 14: Correlations among Gini-Hirschman Concentration, Market 
Performance, and Earnings Instability. 
q@6u@NRNEaEeE—4@8N_<N<—N?%newqanaeaeaoaeaeaeaeaoeoeo*o=~$q~q~q~q~q~q~q~q~q~qmumumumR!T 
Pearson's r Significance :? Sie 
Seer are eerie a ae eee es TES! Bere 


Gini-Hirschman 
Concentration and 
Market Performance -.363 203/ 41:32 -1894 


Gini-Hirschman 
Concentration and 


Earnings Instability eteys 053 a0 67.0304 


Earnings Instability 
and Market Performance -048 ein i 8 002 70.9701 
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Table 15: Rank Order Correlations: Gini-Hirschman Concentration, Mar- 
ket Performance, and Earnings Instability. 


SSS 
Spearman's re t Value Significance 


eee 


Gini-Hirschman Concen- 

tration and Market 

Performance -.238 Lel74 -001 
Gini-Hirschman Concen- 

tration and Earnings 

Instability 502 2.769 -O01 


Earnings Instability 
and Market Performance e238 160453 Se ae) 


The results of the correlation analysis between commodity cate- 
gory concentration and the three indexes -- Gini-Hirschman commodity (or 
product) concentration, market performance, and earnings instability -- 
are summarized in Tables 16 and 17. This analysis was done for each of 
the commodity categories. 

An export concentration in the food, feed, beverage, and tobacco 
commodity category (SITC #1) did not have any statistically significant 
linear relationship with any of the other three variables. This means 
that an export-mix concentrated in this category did not tend to be 
associated with high aggregate commodity concentration, market per- 
formance, or earnings instability. 

The empirical evidence suggests that a concentration in crude 
materials (SITC #2) did correlate significantly with aggregate commodity 
concentration. Such a commodity category concentration was also found 
to have a negative impact on the market performance of a country and 
a moderate positive effect on earnings instability. 

The analysis for an export-mix concentrated in fabricated 


materials (SITC #3), although somewhat inconclusive, does reveal an 
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Table 16: Correlations of Commodity Category Concentration with Gini- 
Hirschman Concentration, Market Performance, and Earnings 











Instability. 
Pearson's r Significance R? S.Be 
SLEC #1 with: 
Gini-Hirschman 
Concentration -001 5238) 0 286 
Market Performance wu 25 -014 STARS 
Earnings Instability -,221 14 .048 6.929 
SITC #2 with: 
Gini-Hirschman 
Concentration 705 5005 Ane ye) 247 
Market Performance airy ve) -040 cea -189 
Earnings Instability sOLe 050 coy, Guy Le 
SITC #3 with: 
Gini-Hirschman 
Concentration =5153 230 Rapes! 2203 
Market Performance -.091 wooU .008 6202 
Earnings Instability =, 131 e270 - O17 7.043 
SITC #4 with: 
Gini-Hirschman 
Concentration -.726 - 0002 ooi, AL 
Market Performance saith) 003 - 286 alge 
Earnings Instability -.156 23 024 TeOLy. 
SiTCiy > with: 
Gini-Hirschman 
Concentration -.080 oa he -006 .285 
Market Performance sites) - 40 -003 wee 


Earnings Instability 7270 O01 -aoe C03 
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Table 17: Rank Order Correlations= of Commodity Category Concentration 
with Gini-Hirschman Concentration, Market Performance, and 
Earnings Instability. 


OS 3..60600eao0@ae@ww@aS0C0C=Sm~mMm»S—S —— 
Spearman's r t Value Significance 


ree leper tptenti tne 
SITC #1 with: 


Gini-Hirschman 


Concentration -.229 PeL32 O01 
Market Performance -158 .769 -001 
Earnings Instability -.056 won insignificant 


SITC #2 with: 


Gini-Hirschman 


Concentration -414 285 -001 
Market Performance -.303 i526 ~001 
Earnings Instability fans 1.047 O01 


SELGsrS with: 


Gini-Hirschman 


Concentration -.568 SPS RMLT -001 
Market Performance -.033 ~162 insignificant 
Earnings Instability iS es) La70s O01 


SITC #4 with: 
Gini-Hirschman 


Concentration -.831 ilo -001 
Market Performance see 1.248 -OO1 
Earnings Instability -.460 2.484 001 


—_- es eee SOO ee 


1. Calculations are not included for SITC #5 due to the small 
proportions involved and numerous tied rankings. 
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59 
inverse relationship between this commodity category and both the aggre- 
gate commodity concentration and earnings instability indexes. These 
results show that a SLDC with an export concentration in fabricated 
materials tended to have product diversification within this commodity 
category and that its earnings were more stable relative to countries 
with concentrations in either SITC #1 or SITC #2. 

An export-mix with a manufactures commodity category (SITC #4) 
concentration was found to have a strong negative (-.73 and -.83) rela- 
tionship to aggregate maar concentration, a positive (.54 and .25) 
relationship to market performance, and a negative relationship to earn- 
ings instability. These results indicate that a concentration in SITC 
#4 tended to coincide with a diversification of products exported within 
the manufactures category. It is interesting to note that both of the 
commodity category concentrations that were correlated with product 
diversification (SITC #3 and #4) also had evidence of negative linear 
relationships between commodity category concentration and earnings 
instability. Such relationships are consistent with the previous 
evidence suggesting that export diversification increased stability of 
earnings. 

A concentration in the residual commodity category (SITC #5) was 
found to be positively correlated with earnings instability. Such a 
relationship seems consistent with the role of a residual category, but 
the small value of the entries in this category and the lack of a non- 


parametric calculation limit the usefulness of these particular results. 


Regression Analysis 
Ordinary least squares linear regression techniques were used to 


measure the dollar value change in imports from DC's, SLDC's and all 
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60 
countries for every dollar change in Canada's gross national product 
(GNP). The dependent variable in each regression was the value of im- 
ports within each commodity category or the total value of imports and 
the independent variable was GNP. 

Based on the Durbin-Watson test statistic!” autocorrelation was 
present in twelve of the eighteen regressions. The existence of auto- 
correlation reduces the efficiency of the standard error of the estimated 
coefficient and therefore the test statistics are less Mink. oy The 
problem of autocorrelation was removed using the Cochrane-Orcutt pines 
This method does not assume an arbitrary value for rho to estimate the 
parameters of a linear equation with autoregressive disturbances. In- 
stead, it is an iterative procedure using ordinary least squares to 
calculate a r of sufficient magnitude to remove the anaemia oo 
The results of the regressions shown in Table 18 for all countries, 

Table 19 for DC's, and Table 20 for SLDC's are the results obtained using 
this method to remove autocorrelation. 

Regression Results. The coefficients in the regression analysis 
tables represent the change in the value of imports resulting from a one- 
thousand unit (or dollar) increase in Canadian cnp.2? Thus for a one 
dollar increase in Canadian GNP, the value of imports from the DC's 
increased by almost 21 cents whereas the increase in imports from SLDC's 
was only one and a half cents, and the increase in imports from all 
countries 22 cents. For each unit increase in GNP, the value of imports 
from DC's increased fourteen times more than the value of imports from 
SLUG Ss 

The most dynamic commodity category for the Wee. was manu- 


factures (.143), followed by fabricated materials (.073), food, feed, 


beverages, and tobacco (.014), and raw materials (.005). It is apparent 
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Table 18: Regression Analysis Imports as a Function of Canadian GNP. 








SITC #1 SsiTcG #2 SiLTCa73 SITc #4 SITC #5 Total 








Coefficient 16.92 10.68 POR 45683 8.19 219.89 

S.E. 6.26 6.39 2.23 6.50 4.43 ssp PNA 

t value 2.707 67 c7y og & £029,588 ihe? ii + 
dew. 1.19 2,39 2.24 1.58 31 1.88 

rho ~74 aeyh -- -46 ~o4 Oe 

1. significant at .005 Pee SLeniticanteate.025 


Table 19: Regression Analysis Imports from DC's as a Function of Canadian 














GNP. 

sItc #1 SITc #2 sitc #3  siItc #4 siItc #5 Total 
coefti cient 14.30 fh fH 37.34 143.04 1.06 200.67 
S.E. 8.20 82 2.02 2.42 43 10.89 
ratce i fail Gt) SM yet 4g leemesotin- 2.46° 18.422 
ews 1.62 1.98 2.06 1.51 1.41 166 
rho 87 a7 =“ -- -- aD 
Pesan iticanteatee0U) Ze) Signiticant.at..02) 


Table 20: Regression Analysis Imports from SLDC's as a Function of 
Canadian GNP. 
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SLTCr#1 eo SIICe#2 SITC #3." SITC #4 SitGeioes Total 


Cooter ietent 1.52 6.57 whale 5.30 <a Wag 
S.E. UG 5.69 29 86 01 6.80 
t value Ba iio te onli See Oaeee 
dew. 1.86 2.39 2.30 1.81 1.88 2.31 
rho FOU alsys] -- 93 -- oe 
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62 
that the major increase in Canadian import spending has been in manu- 
factures and that it is predominantly DC's that have increased sales 
values. With one exception, SLDC's have gained relatively less in terms 
of increased export sales as the Canadian economy grew. The one excep- 
tion was in the crude materials, largely as a result of OPEC price in- 


creases. 


Commodity Category Import Trends 


The annual value of imports from DC's and SLDC's in each of the 
major commodity categories is shown in Figures 4 through 7. Although 
SLDC's have increased their share of the import market, the absolute 
values of their export sales have generally remained minor in relation 
to the DC's. Since 1973, SLDC's have sold more crude materials to 
Canada than have the DC's, but in all other categories they continually 


lagged behind the DC's in terms of import sales to Canada. 


Summary of Findings 


The Canadian import-mix has tended to move toward increased 
expenditures for manufactures, with relatively less of the total ex- 
penditure being allocated to the remaining commodity categories. SLDC's 
have increased their share in all the commodity categories except the 
food, feed, beverage, and tobacco category, while DC's increased their 
share of this category, suggesting a shift in the type of product being 
imported within this category. 

The evidence suggests that the values of SLDC and LDC total 
and commodity export sales showed a greater degree of instability than 
DC export sales. It is not possible from this study to conclude whether 


this was a consequence of supply or demand conditions. 
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Figure 4: .Value of Imports in SITC #1 for DC's and SLDC's. 


Zee 


1.8 


DC's 
SEU GUs==sas 





1.5 


Dollars 4.4 


1960) 61.6620 631 64. 65 66 67) 68 9.69 /0 1-72 Fey aes 





64 


Value of Imports in SITC #2 for DC's and SLDC's. 
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Figure 6: Value of Imports in SITC #3 for DC's and SLDC's. 
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Figure 7: Value of Imports in SITC #4 for DC's and SLDC's. 
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Correlation analysis suggest that degree of export concentration 
had a direct impact on degree of earnings instability and that those 
countries with a manufactures concentration tended to increase their 
relative market shares. Another interesting conclusion was that a con- 
centration in crude materials (for example, crude petroleum) had a 
negative impact on market performance. 

The regression analysis showed that DC's benefitted far more than 
SLDC's from growth in Canada's economy. The crude materials coefficient 
for SLDC's suggests that the dollar values of energy imports have in- 
creased substantially relative to the values of other imports from 


SLDC's. 
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Footnotes 
The remainder of the analysis is in current dollar terms. 
The SLDC's group is the 25 selected developing countries. 


The effect of the increases in the international price for crude 
petroleum is graphically illustrated in Figure 5. 


The total value of LDC's exports to Canada was used instead of the 
value of all imports, because the values of imports from particular 
SLDC's were extremely small in relation to total imports. It is 
unlikely that this choice will introduce any bias into the results, 
for over the study period the range in the ratio of total imports 
to LDC's imports was only 5 percent. Thus, it was assumed constant. 


The same procedure was applied to Angola. Its index was reduced 
sharply, suggesting that the civil war in 1975 and the increase in 
oil prices in 1974 did have a positive effect on the instability 
of earnings of Angola's exports to Canada. 


For a thorough discussion, see Norman H. Nie et al. Statistical 


Package for the Social Sciences: Second Edition (Toronto: McGraw- 
Hill Book Company, 1975), pp. 276-299. 


The Pearson correlation coefficient is computed in SPSS by the fol- 
lowing formula: 


N 5N 
ae raed (Z j=] Xx, es =1)4)/N 
N N 2 1/2 
€ Ey Xp— (hp X70 (2 V5 (ge Ty) ANT 
where: Xx, = ith observation of variable X 
Y = ith observation of variable Y 
N = number of observations. 
N-2 1/2 
The level of significance is computed for the quantity r [ 1-2 ] 


The standard error of the estimate i calculated using the formula 
N fh ont 
Bey 825 21 %5 “bry 1X mead on T/2 
N-2 
where a is the regression coefficient and b is the intercept. 


Syhw @( 


For a discussion of these conditions see Sidney Siegel, Nonparametric 
Statistics for the Behavioral Sciences (Toronto: McGraw-Hill Book 
Company, 1956), p. 19. 


The Spearman Rank Order Correlation is applied in reference to: 
Siegel, op. cit., pp. 203-213. 


2 
The t value is computed using the formula t = roy N-2/1-r, 
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Autocorrelation was tested as in M. Dutta, Econometric Methods 
(Cincinnati: South-Western Publishing Co., 1975), pp. 112-114. 


For a good discussion of the effects of autocorrelation on time 
series analysis, see Ronald Wonnacott and Thomas Wonnacott, 
Econometrics (Toronto: John Wiley & Sons, Inc., 1970), pp. 132-140. 


D. Cochrane and G. H. Orcutt, "The Application of Least Squares Re- 
gression to Relationships Containing Autocorrelated Terms," 

Journal of the American Statistical Association, Vol. 44, No. 245 
(September 1949), pp. 32-61. 


The Cochrane-Orcutt method can be outlined as follows. Ordinary 
least squares (OLS) is used to estimate Y, = BX, + us. Based on 


the residuals calculated in this regression, rho is calculated 
using OLS to estimate u, = Pussy ss eye This procedure is repeated 


using OLS on the transformed variables, i.e. (Y,-eY, 1) 


B, (X,-eX,_1) + u,- A new rho can thus be calculated, and the pro- 


cedure repeated until there is no autocorrelation in the residuals. 


This is not precisely correct, for the regressions involving 
Cochrane-Orcutt produce a coefficient based on transformed variables. 
However, these coefficients so closely approximated the initial 
coefficients estimated using the basic data that an interpretation 
based on a one unit increase in GNP is acceptable. 


Recalling that DC's averaged 82 percent of Canada's total value of 
imports, it is useful to view these figures as a proxy for all im- 


ports. In so doing, it is apparent which sectors have been relatively 


more dynamic. 


7 ad 








» 

a i <a 
Mort. eh Seam 
99 Sateiciidot niaiee 


VJ 
' 
f coctemnsegg (eta, 















— 2 


~~ - fail, 7 abe » t » 
2 z ais Poe rod 4 
7 + aa if e an & L eee 


a . 
ck Tier gh Reus tedes tga 


e 
sy 


y - po F 7 
bo “oe shes -scerioed < Tel 
; 134 6 TR Jaa . a 
4 d ‘ (ealle ee hod a J 4 : 
7 = 


3 jilaites almiteer) ai. 
St ami zab ad a 


' 
‘ 
is 
a 
=} 
o 
, 
3 
. 
a 






— 


oe 
i3 Lijem od 8S@ee Savee9, 


CHAPTER V 


SUMMARY, POLICY IMPLICATIONS, 
AND CONCLUDING REMARKS 


Summary of the Study and the 
Empirical Findings 


An attempt has been made in this study to perform three tasks. 
First, the recent export experience of the developing countries has been 
described and the results of the existing research in the LDC trade area 
have been summarized. Second, a framework has been constructed for 
measuring the performances of certain developing countries in their ex- 
port sales to Canada and for quantifying some particular characteristics 
underlying the differential export sales performances of these developing 
countries. Finally, the export performance of the SLDC's has been in- 
vestigated empirically within this framework. 

A time-series approach was used to quantify the market performance 
of each SLDC. Differential export performances among these SLDC's were 
analyzed by focusing on three explanatory factors: (1) the commodity- 
type export concentration, (2) the commodity category concentration, and 
(3) the instability of export sales. The market performance, the con- 
centration measures, and the degree of earnings instability were also 
calculated for DC's, LDC's and for all these groups of countries. 

Parametric and nonparametric correlation analysis techniques 
were used to examine the relationships among the market performances of 
the SLDC's, the degree and nature of export concentration, and earnings 
instability. Both these correlation techniques test the strength and 
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the nature of the hypothesized linear relationship between the two 
tested variables. 

Finally, regression analysis, with Canada's GNP as the independent 
variable, was employed to examine the impact of the Canadian economy on 
the value of imports within the various commodity categories from SLDC's, 
DC's and all countries. 

In investigating export performance within this framework the 
following results emerged. Examining the value of total domestic in- 
ports, it was apparent that growth in the value of Canadian manufactures 
imports had outstripped the increase in the value of imports in any of 
the remaining four commodity categories. The manufactures commodity 
category also had the lowest measure of earnings instability among the 
commodity categories for imports from all countries, suggesting that the 
transition towards a concentration in manufactures imports, although 
major in relative terms, has proceeded at a constant rate. 

Over the study period, the SLDC's have managed to increase their 
share of domestic imports relative to the DC's in each commodity cate- 
gory except food, feed, beverage, and tobacco. This suggests that the 
import-mix within the food, feed, beverage, and tobacco category has 
shifted, at least in value terms, towards those products exported by 
the DC's. The setback in this category was more than offset by the in- 
creases in the remaining categories. Of particular interest was the 
increased share in the manufactures category. 

The generally accepted claim that export sales from developing 
countries tend to display a greater degree of instability than those 
from developed countries was consistent with findings on the relative 
instability of export sales to Canada. In total value terms for each 


of the individual commodity categories, the developing countries had a 
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72 
higher degree of export earnings instability than did the developed 
countries. Among the particular commodity categories, the developing 
countries had the highest degree of instability in the manufactures 
category. This instability, coupled with dynamic growth in the relative 
total share of the market and the positive market share performance of 
LDC's, suggests that manufactures imports from LDC's are subject to an 
inordinate degree of Canadian government intervention. Examination of 
the nature of domestic manufactures imports originating in the LDC's 
(see Appendix C) reveals a concentration in textiles, textile products, 
and footwear. All of these imports are subject to numerous and oft- 
changing "voluntary" import-quota schemes established by the Canadian 
government. The evidence suggests that Canadian policy may contribute 
to the earnings instability of those LDC's with a manufactures export 
concentration. 

Empirical evidence from correlation analysis does support the 
hypothesis of a positive linear relationship between commodity concentra- 
tion and earnings instability. There was also evidence of a weak in- 
verse relationship between commodity concentration and market perfor- 
mance. However, there was no evidence of any significant relationship 
between earnings instability and market performance. 

Export concentration in the food, feed, beverage, and tobacco 
commodity category was not significantly related to export performance 
or earnings stability. In addition, countries with a concentration in 
SITC #1 tended not to have high aggregate commodity concentrations. Ex- 
port concentration in crude materials was related to high aggregate 
commodity concentration, negatively related to market performance, and 
had a moderate positive effect on earnings instability. The evidence 


suggests that an export-mix with a concentration in fabricated materials 
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was inversely related to both aggregate commodity concentration and earn- 
ings instability. The analysis also revealed export concentration in 
manufactures is positively related to market performance and earnings 
instability, and inversely related to aggregate commodity concentra- 
tion, suggesting that concentrations in the manufactures “pects 
category were characterized by product diversity. Both commodity cate- 
gory concentrations that were consistent with export diversification -—- 
the fabricated materials and the manufactures categories -- had strong 
inverse relationships with earnings instability, supporting earlier 
evidence that export diversification contributed to the earnings 
stability of exports to Canada. 

The results of the regression analysis suggested that growth in 
the Canadian economy had a greater effect on the value of imports from 


the DC's than the SLDC's. 


Policy Implications 


A study of this type does not lend itself to objective develop- 
ment of policy implications, for it is not possible to divorce from 
policy consideration the analyst's view of decision-making process in 
LDC's and the mechanism through which policy decisions are implemented. 
The mechanism through which the need for action is perceived and deci- 
sions made and implemented is very complex and varies over time and 
space. As such there are likely to be instances where a fundamental 
change in the existing LDC decision-making mechanisms is prerequisite 
to effective implementation of any policy suggestions of this study. 

The state cannot precisely manipulate all economic variables due 
to the presence of private ownership and control over factors of produc- 


tion and factor incomes. In dealing with the foreign sector, LDC's tend 
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74 
to be extremely vulnerable to factors operating on international com- 
modity markets beyond the influence of any LDC. Such limitations on the 
potential efficacy of a developing country's policy implementation sug- 
gest every problem does not necessarily have an appropriate corresponding 
policy, except in the sense that there can be no neutral action (or in- 
action) in an economic system. In regard to Canada's trade policy 
toward the LDC's, it is likely that motives other than purely economic 
ones (for example, humanitarian, international good-will, or national 
guilt) must be examined. 

A final caveat should be noted. This study assumes that an 
increase in the value of exports (or improving market performance) is 
beneficial from the perspective of a developing country. There is a 
fundamental difference, however, between improving market performance 
and goals such as "maximizing utility" or “risk adjusted rates of re- 


turn. 


In order to quantify and allocate the gains from trade, it is 
necessary to know the efficiency prices of those commodities traded 
internationally. It is possible to generate efficiency prices for 
specific commodities that are traded through a futures market, but not 
for many other commodities (most manufactures, for example). Asa 
consequence of the absence of quantifiable efficiency prices, the ques- 
tion of allocating the gains from trade is indeterminate. 

Although it is not possible to determine empirically which 
country is gaining more from Canadian imports from developing countries, 
the market performance measure is not without justification. The 
justification is based on the tendency of international exporters to 
sell at the highest price and the likelihood that there is no obligation 


to sell. It is unlikely that a country would export a commodity to 


Canada that it could sell for a higher price to another country. 
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The policy implications that emerge from this study are few in 
number, being limited by the variables included in the analysis. First, 
it does not necessarily follow that most developing countries which 
tended to have exports concentrated in relatively stagnant commodity 
categories should move into the more dynamic manufactures commodity 
category. In the absence of detailed information about LDC supply 
capabilities, Canadian demand, and some theory of the basis of inter- 
national specialization, such a conclusion is, at best, problematical. 

A second conclusion, emerging from the first, regards the importance 

of the ability to reallocate resources in response to changing Canadian 
(and international) demand. Thus, attention should be given to policies 
designed to foster resource flexibility. 

There were some problems in interpreting the effects of export 
concentration, but the evidence does suggest that product diversifica- 
tion contributed positively to market performance and earnings stability. 
The conclusion that export diversification is a meaningful policy al- 
ternative for developing countries requires some qualification. A 
gradual diversification is likely to be more successful than a rapid 
one because time is likely needed to effect an efficient change in pre- 
vailing resource use patterns. This export diversification must neces- 
sarily consider potential international demand and supply, domestic sup- 
ply potential, efficiency of production from an opportunity cost per- 
spective, and the implementation of such a policy in perspective with 
overall domestic development policy. 

Another policy implication from this study concerns the positive 
association between growth of Canada's manufactures imports and export 
growth. The evidence does suggest that efforts to identify manufactured 


products that a particular developing country can produce relatively 
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76 
efficiently (i.e., has a comparative advantage in producing) and for 
which there exists a sufficient demand are worthwhile. In addition, it 
suggests that Canada might give consideration to tariff preferences for 
manufactured goods originating in developing countries. The review of 
Canadian trade policy in relation to manufactures is particularly 
important due to the inordinately high degree of instability associated 
with LDC's manufactures exports. Consideration is required of a tariff 
system in which the effective re of protection does not rise with the 
stage of processing and which does not discriminate against LDC policies 


designed to increase the value-added component of their exports. 


Recommendations 

The following recommendations arise partly from the author's 
perceptions of the shortcomings of this study and partly from the results. 
First of all, it would be desirable to quantify market performance in 
terms of specific products, not only overall sales values. It is ap- 
parent that an imported product must compete not only with other products, 
but also with similar and the same product originating in different 
countries. Second, because manufactures imports are increasingly 
dominating Canadian imports and international trade flows, a detailed 
investigation of the process of industrialization in a number of in- 
dividual countries might be useful in understanding the relationship 
between industrialization and export performance. Third, the impact 
of preferential trading arrangements such as the Commonwealth Preferred 
Tariff should be analyzed to examine the potential contribution of 
trading blocs to the economic growth of developing countries. Finally, 
it would likely be illuminating to employ other analytical techniques 


on the same data base, updating where possible. 
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APPENDIX A 


AN EXPLANATION OF THE SITC CODE 


The Standard International Trade Classification aggregations 


used throughout the study contained the following commodity numbers: 


SITC #1 
SITC #2 
eM OL re 
SITC #4 


SITC #5 


00110-18399 


20110-29199 


30110-49704 


DOLIG=96.199 


97010-97090. 


These commodity aggregations were described as follows: 


SiiGant 
SITC #2 
SITOr#3 
SITC #4 


SECS 


food, feed, beverage and tobacco 
crude materials 

fabricated materials 
manufactures 


residual or special transactions 
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APPENDIX B 


ANNUAL VALUE OF CANADIAN IMPORTS 


This appendix lists the current dollar value of Canadian imports 
from various sources under the five commodity categories used in the 
study. The numbers shown represent thousands of dollars. The origin 


of the imports is indicated by the row number 1-29 which mean the 


following: 
i. United Arab Emirates Row Chile 
Pte Iran pLyhe Colombia 
on Iraq is: Venezuela 
4, Kuwait toe Bahamas 
se Saudi Arabia ZO Jamaica 
6. Yemen (P.D.R.) 2: Cuba 
Tike Nigeria 22% Honduras 
8. Angola Fife Mexico 
9. Mauritius 24. Netherlands Antilles 
10. Hong Kong aon Guyana 
blend 265 totals@or SLDC's 
12. Malaysia Ds COLaTeReOL ELC. Ss 
13. Chinas (Per =) 28. totals.of DC's 
14. Taiwan Pees totals of all countries 
Dove brazid 
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APPENDIX C 


ANNUAL VALUE AND VOLUME OF CANADIAN 
IMPORTS FOR EACH OF THE SLDC's 

This appendix documents in value and volume terms all imports 
which totaled at least five percent of any SLDC's exports to Canada. 
The listing uses the SITC commodity codes which are defined in product 
terms on the following pages. To facilitate the documentation of this 
substantial amount of data, a code was used to indicate the year, whether 
it is value or volume shown, and the SLDC involved. Using the first 
entry shown on page 105, the following is a key to interpreting this 
code: 

1101 26410 140589 86387 50254 27064 4879 JAD Dee 

Denly Oe 2641025". 

SITC commodity code 
LDC country number 
1. indicates years 1975-1969 


2. indicates years 1968-1962 
3. indicates years 1961-1960 


— 


. indicates value terms, in thousands of dollars 
- indicates volume terms 
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Code 


01703 
03052 
07109 
07118 
07278 
07538 
08225 
08280 
09190 
09565 
10119 
10170 
PLU 
11210 
1230 
11310 
17330 
18130 
24410 
27930 


Commodity Codes Used in SITC #1 


Product Name 


corned beef 
marine animals 
bananas 

grapes 
strawberries 
orange juice 
cashews 
walnuts 
tomatoes 
mushrooms 

raw sugar 
molasses 

cocoa 

green coffee 
instant coffee 
tea 


distilled beverages 


tobacco 
raw cotton 
fluospar 
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Volume Unit 


lbs. 
cwt. 
lbs. 
lbs. 
lbs. 
ips; 
lbs. 
lbs. 
lbs. 
lbs. 
cwt. 
cwt. 
Lbs. 
ibs. 
1Dss 
Lost 
gals. 
lbs. 
lbs. 
tons 


The following codes involved an aggregation of the commodities noted: 


03052: 
BEDCU: 
by320% 
15130: 


03052-04649 
11110-11162 
17330-17360 


13130-18330. 
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Table C.2: Commodity Codes Used in SITC #2 


Code Product Name Volume Unit 


21620 natural rubber ibs. 
25120 iron ore tons 
25270 bauxite cwt. 
25230 alumina cwt. 
25339 copper concentrate cwt. 
25840 magnesium cwt. 
25899 ores in concentrate ewt. 


26410 crude petroleum bbl. 
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Table 6.3: 


Commodity Codes Used in SITC #3 
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SSSSsSSSSSSSSSSSS9S99SS gg 


Code 


Product Name 


Volume Unit 


eee 


S579 
33841 
36903 
37343 
27391 
37404 
39316 
39344 
39348 
39352 
41633 
43149 
45204 
45550 
45608 


lumber 
plywood 

baler twine 
DEintacloth 
corduroys 
jute fabrics 
coconut oil 
palm kernel oil 
palm oil 
peanut oil 
fertilizer 
fuels 

copper alloys 
silver 

tin blocks 


(ad ES Be 
sq.-yds. 
Lbs. 
LDS. 
lbs. 
lbs. 
cwt. 
cwt. 
cwt. 
Cw. 
cwt. 
gals. 
Cwte 
troy oz. 
cwt. 


The following codes involved an aggregation of the commodities noted: 


33841: 
37404: 
43149: 
45204: 


33841-33857 
37404-37412 
43149-43259 


45204-45215. 
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Table C.4: Commodity Codes Used in SITC #4 


SSNS 


Code Product Name Volume Unit 
ee gt 
58819 auto motors mor 

58999 auto parts -- 

63711 television sets no. 

63/37 radioes no. 

63831 integrated circuits no. 

78332 pants no. 

78341 shirts no. 

76373 pants no. 

78414 blouses no. 

78470 sweaters no. 

78489 sweat shirts no. 

79390 footwear pairs 

83789 toys -- 

84432 rugs sq.yds. 
87134 pharmaceuticals -- 

94952 ornamental flowers -- 

94999 ences procucts,en.e.s. -- 


The following codes involved an aggregation of the commodities noted: 


63711: 63711-63718 
78332: 78332-78335 
78470: 78470-78479 
79390: 79390-79899 
87134: 87134-87160. 
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